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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

(Note to Auditor: We strongly recommend that, as part of expenglitesting, the auditor

review the redeemed warrants of the school disttithe County officesThe redeemed
warrants are typically maintained in the Clerk &wtorder’s office. Several embezzlements
have been detected when auditors discovered thataime on the redeemed warrant did not
match the duplicate warrant and accounting recoraigtained by the school district.)

HOLIDAY BENEFITS

1. Compliance Requirements:

Only the following school holidays are permitt¢stCA 20-1-305)

(&) New Year's Day (January 1)

(b) Memorial Day (last Monday in May)

(c) Independence Day (July 4)

(d) Labor Day (first Monday in September)

(e) Thanksgiving Day (fourth Thursday in November

() Christmas Day (December 25)

(g) State and national election days when the ddhafling is used as a polling
place and the conduct of school would interferdnhie election process.

When these holidays fall on a Saturday or Sundegypteceding Friday or the

succeeding Monday shall not be a school holiday.

Non-teaching employees are entitled to the abosetioned school holidays rather
than the legal holidays specified in MCA 1-1-2Y8GO #150, Vol. 37)

A school district may have negotiated agreemenpmlicies that specify other days
off in addition to the holidays enumerated above.

Suggested Audit Procedure:

Determine, by reviewing selected school distectards, that holidays were
restricted, for teaching and non-teaching persoalila, to those named above or as
provided in a negotiated agreement or in boarccpoli

RETIREMENT SYSTEMS

2. Compliance Requirements:

Except as otherwise provided in MCA 19-20-302,ftilwwing school district
employees must be active members of the TeachetiieRent System (TRS):
(MCA 19-20-302(1))

a. teachers, principals, or district superintensiesd defined in MCA 20-1-101; and
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

RETIREMENT SYSTEMS - continued

2. Compliance Requirements - continued:

b. speech-language pathologists, school nursdéecii@e March 30, 2007:
paraprofessional who provides instructional sugpedhool psychologists, or any
person employed in a teaching capacity by a spediatation cooperative or a
school district.

A substitute teacher or a part-time teacher’s afds!:

a. file an irrevocable written election whetheberome an active member of TRS
on the first day of employment, OR

b. isrequired to become an active member of TRS abmpleting 210 hours of
employment in any fiscal year. (MCA 19-20-302(¥)(a

Prior to March 30, 2007: A person employed aststute teacher on July 1, 1999,
who has not elected to become a member by thatstatkfile an irrevocable written
election as above on the first day of employmera asbstitute in the next school
year after July 1, 1999. Also, a person employed part-time teacher’s aide on July
1, 2001, who is not a member of the retirementesysthall file an irrevocable

written election as above on the first day of ergplent as a part-time teacher’s aide
after July 1, 2001. (MCA 19-20-302(4)(c) & (4)(@eleted)

The school district shall give written notificatibm a substitute teacher or, to a part-
time teacher’s aide on the first day of employnwudrthe option to elect membership
in TRS. If these individuals decline to elect memdhip during the election period,
they shall file a written statement with the didtrivaiving membership, and the
district shall retain the statement. (MCA 19-2@@D(c) & (4)(c))

The school district may also provide coverage utize Public Employees
Retirement System (PERS) for full-time non-teachengployees. Non-teaching
employees who work no more than 960 hours in asoafiyear are also eligible to
join PERS. (MCA 19-3-411, 19-3-201, and 19-3-412)

Suggested Audit Procedures:

Test payroll records and determine that there baem TRS or PERS contributions
made by the school district and the employee ficgraployees that are required to
belong to TRS or PERS or who are eligible and hed@eted to join one of the
retirement systems.

Determine that the school district has providedtem notification to all substitute

teachers and part-time teacher’s aides, on thtedfing of their employment, that they
have an option to elect membership in TRS.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

RETIREMENT SYSTEMS — continued:

Suggested Audit Procedures - continued:

» If substitute teachers and part-time teacher'ssagkcline membership during the
election period, determine that the school distrag written statements to that effect
on file. Verify that these individuals become mamshif they work the qualifying
210 hours during the fiscal year.

3. Compliance Requirement:
* The employee and/or the employer must pay withhgldnd/or employer payments
for:

1. Public Employees Retirement Syst@PERS) — The contribution is calculated on
the employee’s gross compensation as follows:

a. Employer Contribution — MCA 19-3-316

* 6.8% - (6.9% less State contribution of 0.1%)

* 6.8% - Effective 7/1/2007(7.035% less State contribution of 0.1%
plus additional contributions of 0.135% for theteys's
unfunded liability.)

* 6.8% — Effective 7/1/20097.17% less State contribution of 0.1% plus
additional contributions of 0.27% for the systemrgunded
liability.)

b. Employee Contribution withheld from their pa€A 19-3-315
* 6.9%

c. State’s share of the Employer Contribution — MTA3-319
e 0.1%

2. Teachers Retirement Syst€éiRS) - The contribution is calculated on the
employee’s gross compensation as follows:

a. Employer Contribution — MCA 19-20-605
o T7.47% -
» 7.47% — Effective 7/1/2007(9.47% less State contribution of 2%)
» 7.47% — Effective 7/1/20099.85% less State contribution of 2.38%)

b. Employee Contribution withheld from their paj€A 19-20-602
« 7.15%
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

RETIREMENT SYSTEMS — continued:

3. Compliance Requirements - continued:

2. Teachers Retirement Syst¢fiRS) — continued:
c. State’s share of the Employer Contribution — MTA20-604
* 0.11%
Plus — MCA 19-20-607
* 2% of total earned compensation — Effective 7-0720
» 2.38% of total earned compensation — EffectiveZ009

Suggested Audit Procedure:

Test selected payroll reports and records to oheter if the required amounts are
withheld from the employees' salaries and/or pgithle employer for the purposes
listed above.

4. Compliance Requirements: (Applicable to PERS)

For purposes of retirement systems, "compensati@dns remuneration paid ...
before any pretax deductions allowed by state @ertd law are made. (MCA 19-3-
108(1) (PERS); 19-7-101(1)(SRS); 19-9-104(1)(MPORS) 19-13-104(2)(FURS))
(Note: In addition, MCA 19-3-108(1), pertaining to PERPecifically states that
compensation does not include contributions to griasurance, such as that
provided under 2-18-701 through 2-18-704.)

Pre-tax deductions, including elective contribngainder an IRC section 125
(Section 125) cafeteria plan, may be consideredoemsation for purposes of these
retirement systems, but only if the following camahs are met

* If an employer increases a member's compensatiaodount for health, dental,
vision, life or disability costs, the amount of tinerease can be included in
compensation for retirement system purposes ibtiye employer includes that
amount, to the extent required by applicable fddeard state law, in its
calculation of the member's compensation for alppses, including but not
limited to federal and state income taxes, FICAeraployment insurance,
overtime, shift differentials, workers' compensatiand benefits based on
compensation, such as life or disability benefasdudl on a multiple or percentage
of annual pay.

* The cafeteria plan must be a bona fide cafetdaia {hat is operated in
compliance with the following requirements of Sentll25 (See details at
MPERA policy website, below):

1. The written plan document must incorporate ait®n 125 operating rules
and regulations and must be formally adopted bdfodirst day of the first
plan year.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

RETIREMENT SYSTEMS - continued:

4. Compliance Requirements - continued:

2. All participants in the plan must be employeesH-employed individuals
and independent contractors cannot participate.

3. The plan must allow participants to choose anfbogmore benefits
consisting of cash and qualified benefits. A plzet does not include the
option of receiving cash instead of a qualifiedddéns not eligible.

4. Employees must be allowed to choose betweequalkfied benefit and cash
either through an affirmative election, a manda&lgction, or a waiver of
participation.

5. The cafeteria plan may offer only qualified biéseas defined under Section
125(f).

6. Elections made under the cafeteria plan mustré&eocable for an entire plan
year, except to the extent mid-year election charmge permitted under
Section 125.

7. The cafeteria plan must satisfy the nondiscratiam requirements of Section
125.

(Montana Public Employees’ Retirement Board — Rdlo. BOARD Admin 05,
effective date of 12/9/2005 — setp://mpera.mt.gov/Policies.a3gNote: This
policy, clarifying the definition of compensatioorfretirement system purposes, was
approved by the Board on 12/9/2005 participating employer must demonstrate
compliance with this policy effective with the next125 plan” year that follows
8/25/05)

Suggested Audit Procedures:

Review the employer’s Section 125 cafeteria pilaciuding the elective deferrals
that are offered, and ensure that it meets theaatEryirements.

For selected individuals that are members of bova retirement systems, including
one or two individuals with management positioretedmnine the compensation (total
wages) reported to the applicable retirement syst@note: Monthly reports to the
retirement systems include a listing of individyal®ng with reported compensation
and contributions made.) Compare this compensé&bitime total wages, salaries, etc.
reported for worker's compensation or state unegrpbknt purposes. If differences
exist, perform appropriate follow-up procedureslétermine the cause of the
differences. Note: Differing due dates for worker’'s compensatiod atate
unemployment reports may result in differences Wikineed to be reconciled.)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ANNUAL VACATION LEAVE

5. Compliance Requirements:
* Noncertified permanent full-time employees earnuat vacation leave credits based
on total years of employment, as follows: (MCA 28R)
a. 1 day through 10 years - 15 working days par ye
b. 10 years through 15 years - 18 working daysypar
c. 15 years through 20 years - 21 working days/par
d. 20 years on - 24 working days per year.

* Noncertified full-time employees earn vacationvieérom the first day of
employment, but must be continuously employed ifocalendar months before they
are eligible to take any vacation leave. (MCA 2618 (1))

* No vacation leave shall accrue while a noncedi@enployee is in a leave-without-
pay status. (MCA 2-18-611(4))

* Permanent part-time noncertified employees regaiveated annual vacation leave
credits if they have worked for the qualifying meti (MCA 2-18-611(3))

Suggested Audit Procedure:

» Test the vacation leave records for selected nmtfied employees to determine if the
employees are earning the appropriate number @iticgicdays in accordance with
the above statutory requirements.

To calculate vacation leave credits for a pay genmoultiply the total number hours
paid (regular, holiday, vacation, and sick leavargspexcluding overtime hours) by
the rate appropriate for the total years of emplenti.e., 15, 18, 21, or 24):

15 days X 8 hrs = 120 hrs/2080 hrs = .058 X hoaid p

18 days X 8 hrs = 144 hrs/2080 hrs = .069 X hoard p

21 days X 8 hrs = 168 hrs/2080 hrs =.081 X hoaid p

24 days X 8 hrs =192 hrs/2080 hrs =.092 X hoard p
(Section 5-1840.30 of the School Accounting Manual)

6. Compliance Requirements:

* Noncertified employees may accumulate annual \@ctégave to a total not to
exceed two times the maximum number of days eaanadally as of the end of the
first pay period of the next calendar year. Exagsstion time is forfeited if not
taken within 90 calendar days from the last dathefcalendar year in which the
excess was accrued. (MCA 2-18-617)

REVISION DATE: 6/30/2008



PROGRAM/SUBJECT: School Districts - Payroll and

REF: SD-5

Employee Benefits PAGE: 8 of 30

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ANNUAL VACATION LEAVE - continued

6. Compliance Requirements:

(Note: See Compliance Requirement No. 5 above for thearvacation leave
credits that are earned per statute.)

If an employee (noncertified) makes a reasonabiéen request to use excess
vacation leave before the excess vacation leavé Ipeu®rfeited and the local
government denies the request, the excess vada#ive is not forfeited and the local
government shall ensure that the employee mayhgsexicess vacation leave before
the end of the calendar year in which the leavelavbave been forfeited. (MCA 2-
18-617)

Suggested Audit Procedures:

Test the vacation leave records for selected ntified employees to determine that
vacation leave balances of employees did not exiteethaximum allowed by statute
as of the end of the first pay period of the neténdar year.

If the vacation leave balance was in excess ofrtaeimum allowed, determine that
the excess was either used within 90 days frontesteday of the calendar year in
which the excess was accrued, or forfeited unlesemployee made a reasonable
request to use the leave and the request was denied

7. Compliance Requirements:

Noncertified employees will receive pay for vaoatleave not used if the employee
terminates employment, has worked for the 6 moundlitying period, and has not
terminated employment for a reason reflecting eégditron the employee. (MCA 2-
18-617(2))

(Note: If the employee has contributed vacation leaviaéosick leave fund,
provided for in MCA, 2-18-618, the amount of thenttdoution is nonrefundable and
not eligible for cash compensation upon terminatidCA 2-18-617(2)(b))

MCA 2-18-617 does not prohibit a school districmh providing cash compensation
for unused vacation leave in lieu of the accumaiatf the leave, either through a
collective bargaining agreement or, in the abs@f@ecollective bargaining
agreement, through a policy. (MCA 2-18-617(5))

(Note: This type of policy should preferably be in wmii)

Seasonal (noncertified) employees may receive {aomp settlements for accrued
credits at the end of each season or the credydomaarried over to the next season.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ANNUAL VACATION LEAVE - continued

7. Compliance Requirements:

(Note: The State has adopted this interpretation of ME2¥8-617, by adopting an
administrative rule under the authority of MCA 2-684 (ARM 2.21.221). MCA 2-
18-604 also gives school districts the authoritptomulgate rules to administer the
vacation, sick, military, and jury duty provisiomsTitle 2, Chapter 18, Part 6, MCA.
Therefore, a school district could adopt a simitéerpretation for seasonal
(noncertified) employees.)

Suggested Audit Procedure:

As part of expenditure testing for personal sawjaetermine that any payments for
unused vacation leave were only made if the empldgaminated employment with
the district, if the employee was a seasonal eng@@ccepting a lump-sum payment,
or if the school district provided for such casimgensation either through a
collective bargaining agreement or through the stttrict’s official policy.

SICK LEAVE

8. Compliance Requirements:

Permanent full-time employees (noncertified) eg2rdays of sick leave per year and
there is no restriction on the number of hours thay be accumulated. (MCA 2-18-
618(1))

Employees (noncertified) earn sick leave fromfitist day of employment, but must
be continuously employed for 90 days before theyedigible to use any sick leave.
(MCA 2-18-618(1))

An employee (noncertified) may not earn sick leadde in a leave-without-pay
status. (MCA 2-18-618(2))

Permanent part-time employees (noncertified) kecprorated sick leave credits if
they have worked for the qualifying period of 9¢sla(MCA 2-18-618(3))

Full-time temporary and seasonal employees (ntified) are entitled to sick leave
benefits if they have worked the qualifying permf®0 days. (MCA 2-18-618(4))

A short-term worker (noncertified) may not earckdeave credits. A short-term
worker is a person who is hired by a district forheurly wage; may not work for the
district for more than 90 days in a continuous 1@ath period; is not eligible for
permanent status; and may not be hired into angitstion by the agency without a
competitive selection process. (MCA 2-18-101 arkB8z618(5))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

SICK LEAVE - continued

10.

Suggested Audit Procedure

Test the sick leave records for selected nonadtémployees to determine that the
employees are earning the appropriate number bieiwe credits based on their
employment status and length of employment.

To calculate sick leave credits for a pay perioditiply the total number hours paid
(regular, holiday, vacation, and sick leave hoaxgluding overtime hours) by the
following rate:

12 days X 8 hrs = 96 hrs/2080 hrs = .046 X houid pa
(Section 5-1840.40 of the School Accounting Manual)

Compliance Requirements:

Except as discussed in Compliance RequiremenfBlbelow, upon termination of
employment, a noncertified employee is entitled tamp-sum payment equal to ¥4
of the pay attributed to the accumulated sick lealiee pay must be computed on the
basis of the employee's salary or wage at the dinbermination. (MCA 2-18-

618(6))

A noncertified employee may not be paid upon taation for any remaining sick
leave credits that were accrued prior to July Z119MCA 2-18-618(6))

For noncertified employees, abuse of sick leavaise for dismissal and forfeiture
of the lump-sum payments for accumulated sick ledMCA 2-18-618(8))

Suggested Audit Procedures:

As part of expenditure testing for personal sasjadetermine that any payments to
noncertified employees for unused sick leave weatg made if the employee
terminated employment with the school district.

Test selected payments for unused sick leavetardae that the noncertified
employee was paid an amount equal to ¥4 of the fpalglded to the accumulated
sick leave earned after July 1, 1971, based upmentiployee's salary or wage at the
time of termination.

Compliance Requirement:

School teachers, principals, and superintendémtsld have contracts with the school
district that specify the vacation and sick leaeeddits.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

SICK LEAVE - continued

Suggested Audit Procedure:

» Test sick leave and vacation records for seletegtaching personnel, and determine if
the district adheres to the benefits set out ise¢hmontracts.

11. Compliance Requirement:
* A school district may establish and administemtigh local rule, a sick leave fund
into which its non-certified employees may conttéa portion of their accumulated
sick leave oEffective July 1, 2007accumulated vacation leave. (MCA 2-18-
618(10))

Suggested Audit Procedure:

» If the district has established a sick leave ftordts non-certified employees, obtain
a copy of the rules adopted for the fund, and dates that the fund is being
administered accordingly.

COMPENSATED ABSENCES LIABILITY FUND TRANSFER

12. Compliance Regquirement:
» The trustees of a school district may establishrapensated absence liability fund

for the purpose of paying:

(a) any accumulated amount of sick leave that aeamhing or administrative school
district employee is entitled to upon terminatidremployment with the district
in accordance with the provisions of 2-18-618; and

(b) any accumulated amount of vacation leave thettraeaching or administrative
school district employee is entitled to upon teration of employment with the
district. (MCA, 20-9-512)

(Note: The fund may not be used to pay the employeeaege pay, retirement
bonuses, or any amount paid in lieu of employedrimrnions.)

* The trustees may transfer money from the genenal,fwithin the adopted budget, to
establish and maintain the compensated absendéyifdnd. The maximum

amount may not exceed 30% of:

(a) the total school district liability for accunatéd sick leave of nonteaching and
administrative school district employees on Junefibe current school fiscal
year; and

(b) the total school district liability for accunaiéd vacation leave of nonteaching
and administrative school district employees orel8M of the current school
fiscal year. (MCA, 20-9-512)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

COMPENSATED ABSENCES LIABILITY FUND TRANSFER — cont inued:

12. Compliance Requirement - continued:

(Note: Excess balances in the compensated absencéyiélnid must be transferred
back to the general fund. The transfer should baéendlaring closing. (ARM
10.10.312) An excess balance in the compensatetheddability fund at yearend
means the general fund was shorted by the excemsranm budgeting for the next
year.)

» Special Education Cooperatives may estiablish a compensated absences liability
fund at this time. Section MCA, 20-9-512 provideatttransfers are only authorized
from a school district’'s general fund. Cooperatiuse a non-budgeted interlocal
agreement fund. This law would have to be amendeddoperatives to establish
such a fund)

Suggested Audit Procedure:
» Determine if the school district maintains a comgaged absence liability fund and
that it is used for paying only those costs ascaigid above.

» Verify the balance in the fund does not exceed 8d#ccumulated vacation and sick
leave for non-teaching and administrative schostirdt employees.

JURY/WITNESS DUTY AND MILITARY LEAVE

13. Compliance Requirements:
* Any employee that serves as a juror or is subpegt@aserve as a withess must
either:
a. pay to the district the juror or witness feeg geteive his or her normal
compensation from the school district, or
b. charge the time spent as annual vacation leadeedain the juror/witness fees.
(MCA 2-18-604 and 2-18-619)
(Note: Either way, the employee is not required to reanif expense or mileage
allowance paid by the court.)

* An employee (certified or noncertified) who is amber of the organized militia of
Montana or of the reserve corps or military foroéthe United States, and who has
been an employee for a period of 6 months, shaiiiven leave of absence with pay
for a period of time not to exceed 15 working dewya calendar year for attending
military services. This leave may not be charggairest the employee’s annual
vacation time. (AGO #35, Vol. 36; and MCA 10-1-800
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

JURY/WITNESS DUTY AND MILITARY LEAVE

Suggested Audit Procedures:

If it is determined during the audit that an enygle served as a witness or juror,
review the employee's payroll records to deternfiitavas recorded as a vacation
day. If not, determine that the amount of the jumowitness fee paid to the
employee was paid to the district.

Through inquiry and observation, determine if anyployee was absent during the
audit period for military training. If so, verifpat the district did not charge this time
against the employee’s annual vacation time.

COMPENSATION OF OFFICIALS AND EMPLOYEES

14. Compliance Requirements:

Trustees shall not receive compensation for geiices as trustees, except that the
secretary of the trustees of a high school distperating a county high school or the
secretary of a joint board of trustees may be corsgted for his services as the
secretary. (MCA 20-3-311)

(Note: A trustee that resides over 3 miles from thetées meeting place shall be
reimbursed at the rate as provided in 2-18-502¥%ery mile necessarily traveled in
attending regular and special meetings, and atéras shall be similarly reimbursed
for meetings called by the county superintend&de SD-4 for compliance
requirement related to travel expenses.)

Each teacher or specialist must be employed und#en contract, and each contract
of employment must be authorized by a resolutiotheftrustees. (MCA 20-4-201)

Each district superintendent or county high schwicipal must be employed under
written contract, and each contract must be autbdrby a resolution of the trustees.

(Note: An individual holding a class 3 teacher ceréfe with a district
superintendent endorsement may be employed astimtychigh school principal in
lieu of a district superintendent.) The contractstrbe for a term of not more than 3
years, and after the second successive contraatptiitract is considered to be
renewed for a further term of 1 year from yeardary (MCA 20-4-401)

If any appropriation item of a school districtisdl budget provides for the payment
of wages or salary to more than one person, thedlishall attach to the budget a
separate listing of each position of employmenthwhe budgeted amount of
compensation for each position. (MCA 20-9-132)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

COMPENSATION OF OFFICIALS AND EMPLOYEES — continued :

Suggested Audit Procedures:

As part of expenditure testing for personal sawifpayroll), determine that salaries
for school district teachers, specialists, prinls@and superintendents were
established by contract and authorized by resalufdhe trustees. Verify that
amounts paid agree to the contract amounts.

Through observation and inquiry, and during therse of the audit, verify that
salaries or wages were not paid to trustees.

Compare selected district employees’ wages to atsdisted on the itemized final
budget to verify that amounts agree.

OVERTIME

15. Compliance Requirements:

Except as noted below, an employer may not emghyyemployee (noncertified) for
a workweek longer than 40 hours unless the emplm@sves compensation for
employment in excess of 40 hours in a workweekrateof not less than 1 ¥z times
the hourly wage rate at which the employee is eygnlo (MCA 39-3-405)

(Note: This provision generally agrees to the overtpravisions of the Federal Fair
Labor Standards Act (FLSA), which covers virtualylocal government employees.
(29 CFR 8553.3))

The overtime provisions of MCA 39-3-405 do not lgdp the following: (MCA 39-

3-406):

1. Anindividual employed in a bona fide executi@dministrative, or professional
capacity, as these terms are defined in Adminiggd&ules of Montana
24.16.201 through 24.16.205.

(Note: These ARMS can be accessed through the SecrdtStates Web page
at http://sos.mt.gov/or the direct link is http://arm.sos.mt.gov/MGA 39-3-
406()))

2. A school district employee employed, at the exyg’s option, on an occasional
or sporadic basis in a capacity other than the eyagl's regular occupation.
Only the hours that the employee works in this siz@al or sporadic capacity
may be excluded from the calculation of hours tiedeine overtime
compensation. (MCA 39-3-406(2)(x))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

OVERTIME — continued:

15. Compliance Requirements:

School district employees who are covered by tt®A-may reach agreement with
their employers to receive compensatory time in é€cash overtime.
Compensatory time in lieu of cash must be at thegfinot less than 1 ¥z hours of
compensatory time for each hour of overtime worké&t® CFR 8553.20; A.G.O. No.
58, Vol. 41)

(Note: State and federal law do not require the locaeégament to make the accrual or
use of compensatory time available to “exempt” @ygés (i.e., individuals employed
in a bona fide executive, administrative, or prefesal capacity as discussed above).
However, the local government may establish a paligpermitting compensatory time
to be earned by “exempt employees” on an “houfost” basis for time in a pay status
in excess of 40 hours in a workweek. Accrued tinag be taken as approved time off
at a later date.)

1. As a condition for use of compensatory timden bf overtime payment in cash,
an agreement or understanding must be reachedtptioe performance of work.
A copy of this agreement or understanding shoulkldp on file, or if not in
writing, a record of its existence should be kgf@9 CFR 8553.23(a) & .50)

2. Generally, no more than 240 hours of compengditoe may be accrued. This
240 hour limit is based on 160 hours actual ovextmorked. Any additional
overtime hours worked over this limit must be paid¢ash overtime. (29 CFR
§553.21 & .22)

3. Any employee who has accrued compensatory tirdeeguested use of it must
be permitted to use such time off within a reastapbriod after making the
request, if such use does not unduly disrupt sctistiict operations. An
employee must not be coerced to accept more corajmepdime than an
employer can realistically expect to be able towgrd29 CRF 8553.25)

4. Upon termination of employment, an employee nbespaid for unused
compensatory time at a rate not less than the geeegyular rate received by the
employee during the last 3 years of employmentheifinal regular rate received
by the employee, whichever is higher. (29 CFR §553& .27)

5. The school district should keep a record of cengatory time earned each
workweek, compensatory time used each workweekit@dumber of hours of
compensatory time compensated in cash and theatot@alint and date paid, for
each employee subject to compensatory time prowsi¢29 CFR 8553.50)

Suggested Audit Procedures:

As part of payroll testing, determine if any enyaes worked in excess of 40 hours
in a workweek during the audit period. If so, )ethat either cash overtime at the
rate of 1 ¥z times the employee’s regular rate vead @r that compensatory time was
accrued for that employee.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

OVERTIME — continued:

Suggested Audit Procedures - continued:

(Note to auditor: For additional information regarding the FLSA $lee US

Department of Labor and Industry’s Web sité@p://www.dol.gov/esa/whd/flsa)

Verify that the school district maintains the nesaey records for compensatory time.
Based on a review of these records, verify thatpmmeatory time is not accrued in
excess of the limitations noted above. If comptmgaime accrued exceeds these
limitations, verify that the excess amount is paidash.

GROUP INSURANCE

16. Compliance Requirements:

Upon approval by two-thirds vote of officers andpdoyees, the school district shall
enter into group hospitalization, medical, heahbjuding long-term disability,
accident or group life insurance contracts or pfanshe benefit of the officers and
employees and their dependents. (MCA 2-18-702(1)(a

(Note: For purposes of this compliance requirement,rapl@yee includes a
permanent part-time employee who is regularly salestito work 20 hours or more a
week, a seasonal full-time employee who works foortinuous period of more than
6 months, a seasonal part-time employee who wdikKsRrs or more a week for a
continuous period of more than 6 months a yeaeleeted official, and a temporary
employee who works for a continuous period of ntbhesn 6 months a year or whose
temporary status is defined through collective banigg. (MCA 2-18-701))

The school district’'s premium contributions focka@mployee may exceed but may
not be less than $10 a month. (MCA 2-18-703(3))

Unused employer contributions for any employee tayransferred to an account
established for this purpose by a self-insured gowent and upon transfer may be
used to offset losses occurring to the group and¢cease the reserves of the group.
(MCA 2-18-703(5))

Group insurance plans are mpoohibited from providing greater or additional
contributions for insurance benefits to employedh dependents than to employees
with no or fewer dependents. (MCA 2-18-702(1)(a2-&8-703(6))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GROUP INSURANCE

Suggested Audit Procedures:

If a school district has entered into a group iasge plan for its employees,
determine that only eligible employees, as defialeove, are allowed to participate in
the plan.

Verify that the school district’s premium contrtlmn to the plan is at least $10 a
month per employee.

SELF-FUNDED HEALTH BENEFIT PLAN

17. Compliance Requirements:

The trustees of a district may purchase insurangerage or establish a self-
insurance plan for the district, trustees, and eyg#s for liability as provided in
MCA 2-9-211 and for group health and life insuranserovided in MCA 2-18-702.
The trustees shall include the cost of coveragbargeneral fund budget of the
district and as authorized for the district tranmggwon program in MCA 20-10-
143(1)(d). (MCA 20-3-331)

Whenever the trustees of a district establisHfarsgirance plan, the trustees shall
establish an internal service fund to accountheractivities of the self-insurance
plan. (MCA 20-3-331)

Effective April 27, 2007 The trustees of a school district with a se#fired health
benefit plan holding reserve funds shall use tliesds to pay claims and other
liabilities of the district's health benefit plagMCA 20-3-330)

Effective April 27, 2007 Upon dissolution of a district's self-insuredahie benefit
plan, all remaining reserves must be maintainethbydistrict under the provisions of
MCA 20-3-331 and must be used to pay for employmeeht costs as determined by
a collective bargaining agreement or an employécyor as required by applicable
state or federal law. (MCA 20-3-330)

Suggested Audit Procedures:

Determine if the school district purchases commaénmsurance for health benefits or
is self-funding its health benefits. If self-furttheerify that the school district is
accounting for it within an internal service fund.

Determine if the school district maintains reserwads for its self-insured health
benefit plan. If so, determine that the fundsuesed to pay claims related to the
district’s health benefit plan.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

SELF-FUNDED HEALTH BENEFIT PLAN — continued:

Suggested Audit Procedures:

Determine if the school district has dissolvedsi#f-insurance plan. If so, verify that
any remaining moneys are accounted for separatelyised only to pay employee
benefit costs.

VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATION (VEBA)

18. Compliance Requirements:

(Note: The VEBA, which is centrally administered by tlentana Department of
Administration, provides members with individuablté care expense trust accounts to
pay qualified health care expenses of memberg, dependents, and their beneficiaries.
Under the plan, employer contributions, investnearhings, and payments for qualified
health care expenses are tax-exempt. A local gavent, however, is not prohibited
from establishing a similar program as an alteweadir in addition to participation in the
State VEBA plan discussed here. For more inforomatin VEBA see:
http://www.montanaveba.org/

As either initiated by the local government, othegt request of at least 25% of its
employees, the local government may hold an elet¢taletermine whether all the
employees, or a specified group of employees,faith an association for the
purpose of participating in the plan. If a mayf employees vote to form an
association, all current and subsequently-hiredieyeps must become plan
members. The local government shall enter intordract with the Department of
Administration, and shall operate the associatioa manner prescribed by that
Department. (MCA 2-18-1310)

Plan members shall annually designate how manyshdwany, of the member’s sick
leave will be automatically converted to an emptay@ntribution to the member’s
account each pay period. A member may annuallyemonly sick leave hours in
excess of 240 hours, and no more than the maxinrasctipbed by the local
government. (MCA 2-18-1311(1) & (2)(a))

The amount of the employer contribution for hotmaverted must be equal to ¥ of
the accumulated sick leave, and must be computekleoasis of the employee’s
salary or wage at the time of the conversion. Aniber may not later receive, as sick
leave credit or as a lump-sum payment, amountgiboied to the member’s
account. (MCA 2-18-1311 (3))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

VOLUNTARY EMPLOYEES' BENEFICIARY ASSOCIATION (VEBA) - continued:

18. Compliance Requirements - continued:

When the member’s employment is terminated, thebe’s entire unused sick
leave balance must be automatically converted tenaployer contribution to the
member’s account, and may not be paid as a lumpusuler MCA 2-18-618(6) (See
Compliance Requirement No. 8, above). (MCA 2-1811@)(b))

Suggested Audit Procedures:

Through inquiry, determine whether the schoolrdiss employees, or specified
group of employees, voted to become members dMbleintary Employees’
Beneficiary Association (VEBA)” administered by tBepartment of Administration.
If so, obtain and review a copy of the contracthwite Department.

Verify that all employees, or all members of thedfied group of employees, are
members of the plan; and that they have, in a mgmescribed by the Department,
designated annually how many hours, if any, of eaelmber’s sick leave will be
automatically converted to an employer contributothe member’s account each
pay period.

Determine that each member annually converts sinkyleave hours in excess of 240
hours, and no more than the maximum prescribetidojocal government.

Determine that when the member’s employment miteated, the member’s entire
unused sick leave balance is automatically congdéden employer contribution to
the member’s account, and that it is not paid lasng sum.

Verify that contributions are calculated correcind that members do not later
receive sick leave credits or lump-sum paymentsfoounts contributed.

PAYROLL WITHHOLDINGS AND EMPLOYER PAYMENTS

19. Compliance Requirements: State and Federal Tax Withholdings

(Note: Compliance Requirements for State tax withholdjoglelines are from the
“Employer’s Tax Guide™ produced by the Montana Bxement of Revenue. See
“Publication 15, Circular E, Employer’s Tax Guidetoduced by the Internal Revenue
Service for Federal tax withholding guidelines.)

{*The web link for the “Employer’s Tax Guide” is:
http://mt.gov/revenue/formsandresources/forms/Eggtle Tax Guide.pdlf

REVISION DATE: 6/30/2008



PROGRAM/SUBJECT: School Districts - Payroll and

REF: SD-5

Employee Benefits PAGE: 20 of 30

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

PAYROLL WITHHOLDINGS AND EMPLOYER PAYMENTS - contin _ued

19. Compliance Requirements - continued: State and Federal Tax Withholdings

The amount of state and federal taxes withhelohfam employee’s wages is based on
the marital status and withholding allowances iatkd on the employee’s federal
Form W-4. An employee can have a separate W-dtéde purposes, and may elect
to have a different number of allowances for fetena state purposes. If line 5 of
the Form W-4 is left blank, the employee is deenoeole claiming zero withholding
allowances. Withholdings may not be based onedfXollar amount or percentage,
although the employee may specify an additiatdlar amount to be withheld.

Although an employee may claim exemption from fatlancome tax withholding,
there is no such provision for exemption from Mow@iatate income tax withholding.
If a federal exemption is claimed, wages for thapyee are still subject to social
security and Medicare taxes.

The local government is required to remit its Wwilding payments to the State on a
schedule (quarterly, monthly, or accelerated) deitged by the State. The most
common remittance schedules are quarterly or mpnthl

Payments to employees that are sutdtject to federal or state income tax withholding

include:

1. Employee business expense reimbursements, g@a$osach reimbursement is
entered separately in the school district’s recartt$ there is documentation that
the expenses were incurred while conducting businBgimbursements must be
based upon actual, receipted expenses, or on loéging and mileage amounts
allowed to State employeefNote: See SD-4 for compliance requirements
related to travel expenses.)

2. Employer payments or contributions for emplolgerefit group plans, such as
retirement, sickness or accident disability, megdicaspitalization or death.

3. Employee contributions to qualifying annuity tracts, such as annuity plans or
deferred compensation plans, Teachers Retiremetei®yTRS) or Public
Employees Retirement Systems (PERS).

4. Employee contributions to flexible spending accseunt medical and/or
dependent care and health, dental and/or visiarrangse premiums that exceed
the employer’s contribution.

(Note: Technically, these employee “contributions” actually payments
deducted from an employee’s gross pay for cafetakia Section 125) plans.
Typically, the payroll records will show “gross wesj, “Medicare wages”,
“Social Security wages”, etc. to show the amourapgdlicable wages to which
the tax rate is applied.)
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PAYROLL WITHHOLDINGS AND EMPLOYER PAYMENTS - contin _ued

20.

Suggested Audit Procedures:

As a part of payroll testing, verify that theraisurrent W-4 form on file for each
selected employee.

For selected individuals, verify that payments@itare, or are not, subject to
withholding as described above.

If considered necessary, verify that withholdifgsselected individuals agree to
withholdings in the State Withholding Tax Tableatthoincide with the marital status
and allowances designated on the individual’'s Farm.

If deemed necessary, test federal withholdingsdéonpliance with Federal laws and
regulations, including those specified in “Publicatl15, Circular E, Employer’s Tax
Guide” produced by the Internal Revenue Service.

Compliance Requirements: State Unemployment Insurance

(Note: Compliance Requirements are from “Montana Unempkayninsurance
Employer Handbook” produced by the Montana DepantroéLabor and Industry”) A
copy of the handbook may be obtained on the web at:
http://uid.dli.mt.gov/TAX/handbook/handbookcovepps

All local governments must be covered by Statanpieyment insurance(Note:
Local governments are exempt from Federal unemployent insurance.) The
employer pays unemployment insurance contributiand,no part of the
contributions may be withheld from an employee’'g@s Local governments may
choose coverage either as a “reimbursable emplpgerhay choose to make tax
payments based on the “governmental experienceésydeem where their tax rate is
applied to total wages. Whatever option is eledieel local government must also
pay a .05% (.0005) Administrative Fund Tax on tetabes paid each quarter.
(MCA 39-51-1103, & 404
1. Reimbursable Employer — the local government isiireq to submit quarterly
wage reports on total wages paid each quarter.Stéte Department of Labor
and Industry then notifies the local government thiynof the benefits charged to
the local government’s account. These chargesbaaaid monthly or the entire
guarterly charges may be paid within thirty dayiofeing the end of the quarter.

2. Experience Rating System — The local governnsergtquired to pay taxes, at a
rate calculated by the State, on the wages of eaxgioyee up to and including
the taxable wage base for that year. The taxabtgewbase is listed in the upper
left hand corner of the quarterly report form. €Ttaxable wage base for calendar
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PAYROLL WITHHOLDINGS AND EMPLOYER PAYMENTS — contin _ued:

20. Compliance Requirements - continued: State Unemployment Insurance

year 2001 was, $18,200; 2002 was $18,900; 2003125 00; 2004 was
$20,300; 2005 was $21,000; 2006 was $21,600; ad @@s $22,700.) Once
the individual employee’s wages reach the taxalslgerbase for the year, the
employee’s quarterly wages are still reported,taxes are no longer paid on
them.

The following_areconsidered to be wages for purposes of unemploymsuatance:

1.

2.

Holiday pay, vacation pay, sick leave paymenigstime cash payments,
severance or continuation pay, and back pay.

Payments deducted from an employee’s grossqgrayafeteria plans, deferred
compensation plans, and sickness, disability, naédichospital insurance plans.

Also, state and federal income tax withholdings smcial security taxes do not
reduce reportable wages.
(MCA 39-51-201)

The following are notonsidered to be wages for purposes of unemployymen
insurance:
1. Contributions made by the employer for retiretnsitkness or accident

disability, medical, hospitalization or death enygle benefit plans, if employees
may not elect to receive cash instead of coverafjiee plan must be one
established for all employees or for a specifisslaf employees. Employer
contributions for all other employee benefit plans reportable as wages.
Payments made to reimburse an employee for éssiExpenses, if certain rules
are followed. Each reimbursement must be entezpdrately in the employer’s
records, and there must be documentation thatgbense was incurred while
conducting business. The reimbursement must bedhgson actual, receipted
expenses, or upon the per-diem and mileage amallotged to State employees.
(Note: See SD-4 for compliance requirements relatddaieel expenses.)

(MCA 39-51-201(24)(b))

Suggested Audit Procedure:

Review selected quarterly unemployment payrolorepto verify that all wages, as
defined above, are included. Also, verify that &yer contributions for employee
benefit plans described above, employee busingsmner reimbursements, and

salaries and wages of elected public officialsrereincluded in the payroll reports.
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21. Compliance Requirements: Workers’ Compensation

The Workers’ Compensation Act of Montana, withited exceptions, requires all
employers to cover their full-time, part-time, saaal, or occasional employees with
workers’ compensation insurance. All workers’ camgation insurance premiums
are to be paid by the employer. Employers maydeduct any part of the premiums
from employees’ pay. (MCA 39-71-406)

An employer has three options for coverage: Rlaself insured, Plan 2 — private
insurance companies, and Plan 3 — Montana Stat FLime premium that an
employer pays is based on a percentage of the gaggdbpayroll, which is in turn
based on a class code rate and an experience ocabidifi factor. The payment
schedule is spelled out in the individual emplog@n'surance policy. (Title 39,
Chapter 71, Parts 21, 22 & 23)

All elected and appointed paid public officers epasidered to be employees for
purposes of workers’ compensation coverage. (MG@A B-118(1)(a))

Generally, a volunteer is not considered to beraployee for purposes of workers’
compensation coverage. (MCA 39-71-118(2)(c))

Suggested Audit Procedures:

As part of payroll testing, verify that no parttbe employer’s insurance premium is
paid through employee payroll deductions.

Verify that all employees, including elected ampgainted school district officials,
are covered by workers’ compensation insurance.

22. Compliance Requirements: Social Security and Medicare

(See below for historical background and additionatetail.)

Local government employees are covered by Soe@li®y and Medicare in one of

two ways.

a. Through a federal-state agreement called adpe21i8 agreement (authorized
under Section 218 of the Social Security Act). Sdhagreements should specify
the Social Security and Medicare coverage for Igoaernment employees.
Employees covered for social security under a 8e@i8 agreement are
automatically covered for Medicare. There may &uwesions for certain groups
of employees.
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22. Compliance Requirements - continued: Social Security and Medicare

b. Under the Mandatory provisions of federal lassnated below:

|. Employees hired (or rehired) after March 3188 9must have mandatory
Medicare coverage unless the law specifically edetuthem.

Il. Alocal government employee hired on or befbfarch 31, 1986, and whose
employment relationship with the local governmes hot been terminated,
is exempt from Medicare and Social Security taxiss-is known as the
“continuing employment exception”. Effective July1991, this exception is
available only to employees who participate in bljguretirement system.
(Entities may voluntarily extend Medicare coveragéhese employees under
a Section 218 Agreement.)

[l Current law requires local government employaescovered by a Section
218 agreement or a public retirement system toolered by Social Security
and Medicare, unless the law specifically exclutiesn.

The employer and employee tax rates for Sociali8gare both 6.2% (12.4% total).
The employer and employee tax rates for Medicagdath 1.45% (2.9% total). The
wage base limit (i.e., the maximum wage that igesitio tax) for Social Security
changes periodically. For 2003, the limit was $80, and for 2004, the limit is
$87,900; for 2005 the limit was $90,000; and fod@@he limit was $94,200; for
2007 the limit was $97,500; and for 2008 the limdts $102,000. There is no wage
base limit for Medicare. Also, payments deductedifan employee’s gross pay for
cafeteria plans (aka, Section 125 plans) are rigesuto social security and
Medicare withholdings.

Suggested Audit Procedures:

Determine whether the local government entityorgeced by a Section 218
agreement.

If it is, obtain and review a copy of the Secti8 agreement.

As part of payroll testing, determine that empkygeverage for Social Security and
Medicare is in accordance with the entity’'s Sec2d8 agreement.

Determine whether the local government entityoigeted by a Section 218
agreement. If so, obtain and review a copy ofSbetion 218 agreement. As part of
payroll testing, determine that employee coverage&bcial Security and Medicare is
in accordance with the entity’s Section 218 agregme
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Suggested Audit Procedures - continued: Social Security and Medicare

If the entity is not covered by a Section 218 agrent, determine whether the entity
is a participant in a public retirement system (BERIf not, verify that the entity is
providing mandatory Social Security and Medicareetage. (If the entity isin a
PERS, they may also optionally provide Social S&gcand Medicare coverage.)

» If the entity is a participant in a PERS, verifyat the entity is providing Medicare
coverage to its employees that were hired aftel/86

» If the entity is a participant in a PERS, deterenivhether employees hired prior
to 4/1/86 are covered by a Section 218 Agreemexnttovides Medicare-only
coverage. If so, determine that the entity is jhog Medicare-only coverage for
those employees.

» If employees hired prior to 4/1/86 are not covergdh Section 218
Agreement that provides Medicare-only coveragesrd@ine whether the
Medicare Continuing Employment Exception appliéghis Exception
doesn’t apply, verify that the entity is providiMgedicare-only coverage for
those employees. (If the Exception does applyeretis no requirement that
the entity provide Social Security or Medicare aage for employees hired
prior to 4/1/86.)

For employees covered by social security and/adibéee under either a Section 218
agreement or mandatory federal laws and regulgttessto determine that employee
withholdings and employer contributions are in adeoce with applicable federal
laws and regulations. For selected individuals sehwages exceed the social
security wage base limit, verify that no socialséy tax was withheld for the

portion of the wages that exceeded the wage baste |Also, verify that Medicare

tax waswithheld on the portion of the wages that excedtledsocial security wage
base limit.

If a local government has recently consolidateslify that a new Section 218
agreement has been obtained, if necessary. Thee Staial Security Administrator
should be contacted for this information. (Sec2d8 agreements of the two “pre-
consolidation” entities may no longer be applicabléhe consolidated government.)
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* When the Social Security Act was enacted in 198bJic employees were not
eligible for social security coverage. In 1950 Cas3 created Section 218 of the
Social Security Act, which allows states to entgo ivoluntary agreements for social
security coverage with the Social Security Admiaigon. After a state has an
agreement in place, it can then enter into volyndgreements with political
subdivisions within their state.

* A Section 218 Agreement is a written agreemeninialrily entered into between a
state and the Social Security Administration, tovpte social security and Medicare
or Medicare-only coverage to employees of statéaardcal governments. Local
government employees covered under the Agreemeettha same coverage and
benefit rights as employees in the private seétistates have a Section 218
Agreement, but the extent of coverage varies.

» Section 218 Agreements are permanent and cannetroaated.

» Effective February 2008, the Local Government Bes/Bureau of the Montana
Department of Administration is the official St&8ecial Security Administrator for
administering the State’s Section 218 Agreemefise (Title 19, Chapter 1, Part 1,
MCA.)

* In Montana, for a local government to have thetiSe@?18 Agreement approved, a
referendum must be held and the majority (over 56P8)I eligible employees within
the local government (or group) requesting the Agrent, must vote to approve the
Agreement. If an eligible employee chooses note for the Agreement, it is
considered a ‘no’ vote. Once the local governnimastconsensus from its eligible
employees, then the Agreement is sent to the S8eialrity Administrator for
review and signature. Once reviewed and signedAtreement is forwarded to the
Governor for approval.

» If alocal government consolidates (i.e., a citthva county or an elementary school
with a high school) the entity may need to obtaimea Section 218 Agreement.

(Note: More detailed information on Social Security anddtare coverage for local
government employees can be obtained from thevaoiig:

Social Security Administration State Social SeguAitiministrator
10 West 15th Street, Suite 1600 Department of Adstration
Helena, MT 59626 Local Government Services Bureau

301 South Park Avenue — Room 340
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Internal Revenue Service PO Box 200547
10 West 15th Street, Suite 2300 Helena, MT 59620
Helena, MT 59626 (406) 841-2909

A flowchart for determining Social Security and Neate coverage for state and
local government employees can be foundhdtp://www.ssa.gov/slge/

This flowchart also contains a link to tBete and Local Coverage Handbook that is
a recommended source of information.

Section 218 agreements for a particular local gowent should be on file with the
local government. In addition, a copy should bailable from the State Social
Security Administrator. As noted above, the Ldéavernment Services Bureau of
the Department of Administration acts as Montaisate Social Security
Administrator.

IRS FORM 1099-MISC

23. Compliance Regquirement:
* The entity must report on a Federal InformatiotuRe Form 1099-MISC, all
payments of $600 or more which the entity makegdua calendar year to anyone,
other than a corporation or tax-exempt organizatigro is not an employee. (U.S.
Internal Revenue Service Codes)
(Note: The following are some examples of payments teeperted on Form 1099-
MISC. For a complete list, contact the IRS:
¢ Professional service fees, such as fees to atteiregiuding corporations),
accountants, architects, contractors, subcontigatte.
¢ Payments by attorneys to witnesses or expertgal Bdjudication.)

Suggested Audit Procedure:

* As part of expenditure testing, determine thateiigty filed a Form 1099-MISC for
each payee who was not a corporation or tax-exengginization to which the entity
paid $600 or more for contracted services duriggcdiendar year.

IMMIGRATION AND NATURALIZATION SERVICE (INS)FORM 1 -9

24. Compliance Requirement:

* An employer is responsible for ensuring that a gleted Form 1-9 is retained on file
for all employees hired after November 6, 1986ctifa 1 of the Form is to be
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IMMIGRATION AND NATURALIZATION SERVICE (INS) FORM | -9 — continued:

24. Compliance Requirement - continued:
completed and signed by the employee at the tinéref The employer is required
to complete Section 2 by examining evidence oftitleand employment eligibility
within three business days of the date employmegins.

Suggested Audit Procedure
» Verify that the school district has a completednr®-9 on file for any employee
hired after November 6, 1986.

RECORDKEEPING

25. Compliance Reguirement:
* OMB Circular A-87, the OPI Federal and State Gkaamndbook, and MCA 39-3-401,
require employers to keep time and effort recorfise School Accounting Manual
Section 5-1870 also suggests that the followingiotbcords be kept:
¢ Monthly payroll recap
¢ Monthly Tickler file
¢ Payroll Manual/Notebook
¢ Decedent’s Designation to Receive Warrants

Suggested Audit Procedure

» Determine if time and effort records were kepteagpiired by federal and state laws
and regulations. Also, check to see if other résavere kept as suggested by the
School Accounting Manual.

PROFESSIONAL STIPENDS

26. Compliance Requirement:

» A one-time stipend of $3,000 must be providedacheteacher who obtains
certification from the national board for profesgbteaching standards if the teacher
meets the requirements of MCA 20-4-134. A teacheligible for the stipend in the
school year beginning July 1 after the teacherinbteertification from the national
board for professional teaching standards. By klasahe Superintendent of Public
Instruction shall distribute stipend payments tohealigible teacherThe obligation
for funding the professional stipend is an obligabn of the state. This section may
not be construed to require a school district tivjale a stipend to a qualifying
teacher without a payment from the state to thigidisIf the funding for professional
stipends is less than the total amount for whicmtdoa teachers qualify, the
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PROFESSIONAL STIPENDS — continued:

26. Compliance Requirement - continued:
Superintendent of Public Instruction shall prothie funding to the districts in a
manner that provides the same amount of stipeedd¢h qualifying teacher. (MCA
20-4-134)

Suggested Audit Procedure

» Determine if any teacher who obtains certificatiimm the national board for
professional teaching standards received a onediipend of $3,000. If so, verify
that the payment did not become an obligation efdistrict.

EMPLOYEE PAY STUB

27. Compliance Requirement:

» All employers in this state when making paymengriaployees for salaries or wages
shall, upon making such payment, give to the engd@n itemized statement setting
forth moneys deducted because of state and feilderahe taxes, social security, or
any other deductions together with the amount ohekeduction. Where no
deduction is made, the employer shall give to thpleyee a statement that the
payment does not include any such deductions. (N@&-101)

Suggested Audit Procedure
* Through inquiry and observation determine if engppay stubs include the
information as required by MCA 39-3-301.

NEW HIRE REPORTING

(Note: The New Hire reporting program, legislated byhoibite federal government and the State
in 1997, assists in the State’s efforts to locatecastodial parents. Information reported is used
to collect child support and reduce public assistarDsts.

For more information, see:
http://www.acf.hhs.gov/programs/cse/newhire/empipyresate/newhire.htm

and for a listing of state new hire reporting catdasee:
http://www.acf.hhs.gov/programs/cse/newhire/empifpgntacts/nh_matrix.htm - MY

28. Compliance Requirements:

* Federal law states that an “employer” for New Heporting purposes is the same as
for Federal income tax purposes (as defined byi@e8401(d) of the Internal
Revenue Code of 1986) and includes any governmentay or labor organization.

At a minimum, in any case where an employer isireguo have an employee
complete a W-4 form, the employer must meet the Na& reporting requirements.
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NEW HIRE REPORTING — continued:

28. Compliance Requirements - continued:
* The penalty set by Federal law for failing to cdynpith the New Hire reporting
requirements is set at $25 per newly hired employee

* Every Montana employer is required to report aimal amount of information on
each new employee hired or rehired on or after @wtd, 1997. This information
includes:Employer: Name, Address, Federal Employer Identification Number;
Employee Name, Address, Social Security #, Date of Hire.

» Reports must be submitted within 20 days of the tfee employee is hired or
rehired. For more information see the DepartméRevenue’s Web site at
http://mt.gov/revenue/formsandresources/forms/neswbporting. pdf
(MCA 40-5-922)

(For a copy of the Montana Employer’s Guide to Néine Reporting see
http://www.dphhs.mt.gov/csed/relatedtopics/newtomtet. pdf

Suggested Audit Procedure

» Determine if the school district hired any empleyeluring the audit period. If so,
verify the school district remitted the appropriatrmation to the State Department
of Revenue within 20 days of the new employee’mpidate.

REVISION DATE: 6/30/2008



